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Executive Summary 
 
In the coming months and years, Wyoming is faced with a higher-than-normal level of economic 

uncertainty. The causes are many, from international to national macroeconomic to in-state budgetary. 
Primarily three problem areas stand out as particularly important to address: the sluggish growth of the 
state economy, the highest-in-the-nation rate of government employment and the state’s rapidly growing 
dependency on federal funds. This report suggests a list of remedies for these problems that, if fully 
implemented, would put Wyoming on a path to economic freedom and lasting prosperity. 

 
 
 
.  
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Perilous Times 
 
 
 
When Governor Mead presented his budget to the Wyoming State Legislature’s Joint Appropriations 

Committee (JAC) in December, he made sure to stress that Wyoming faces uncertain economic times. 
Uncertainty is especially prevalent in the forecast for the next two years. Governor Mead is apparently 
intent on making sure that the state can stay afloat in the face of three uncertain variables: 

 
 The federal government’s rapidly growing need to curtail spending, which could have painful 

effects on the federal funds that Wyoming receives every year (an estimated $1.7bn in 2011); 
 The national economy, which appears to be fence-sitting between recovery and a second 

recession dip; and 
 The global economy, also in a limbo, effectively dictates where our large minerals industry is 

heading 
 
Members of JAC echoed the governor’s concerns to some degree. This bodes well for the 2012 budget 

session. It makes it fairly likely that our budget session will produce a budget with a sound fiscal policy to 
address the current state of the Wyoming economy. However, for this to happen the JAC has to change its 
focus somewhat. So far the committee has spent a good amount of time on more or less minute details in 
the budget. It has not touched the overarching strategic policy issues that Governor Mead implied when 
he introduced his budget.  

Wyoming needs a fiscal policy that addresses the state’s growth problems and its heavy reliance on tax-
paid government jobs. In key economic areas Wyoming is trailing neighboring states or falling in national 
rankings. The JAC is the forum for starting the legislative work to address these problems. However, the 
committee would have to be innovative in its approach; policies from previous years have contributed to 
turning Wyoming into what is effectively a mono-industrial economy, dominated by the volatile minerals 
industry and government. Old recipes do not apply anymore. 

The problems that the JAC and the 2012 budget session need to address are: 
 
1. Growth volatility. Wyoming exhibits higher volatility in its state GDP growth than neighboring 

states. This higher rate of volatility is associated with a lower average growth rate. A low state GDP 
growth rate means slow or no growth in the standard of living for Wyoming families. More people 
than otherwise would be the case are trapped in a low standard of living and thus remain dependent 
on government. An overall low standard of living means that there is limited economic opportunity 
for consumer-based businesses to grow. It also means a weak tax base for state and local 
governments as well as limited opportunities for reforms that could structurally reduce government 
spending. 

2. Government employment. Wyoming is the only state with more than 300 state and local employees 
per 1,000 private employees in the country. This creates a heavy burden on taxpayers, which is 
disguised in part by the state’s severance tax revenues as well as the absence of a state income tax. 
The large government employment in our state is aggravated by the relatively low compensation in 
non-minerals private employment. When government actively expands its employment ranks 
(which has happened in Wyoming during the recession) it gobbles up workers that could otherwise 
be available for the private sector. Government compensation is dictated by political and union 
preferences, not by free-market forces.  

3. Federal Aid to States. In 2011 Wyoming received an estimated $1.7 billion in non-mineral funds 
from the federal government, a.k.a. Federal Aid to States (FAS). This is close to the same amount 
that Wyoming received in 2007 for both mineral and non-mineral funds. In 2009 Wyoming had the 
largest increase in FAS of all states; in 2011 the FAS increase in Wyoming was second only to 
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South Carolina. While the actual FAS share of the state budget is still low by national comparison, 
its rapid growth is a major concern. The federal funds create, perpetuate and substitute in-state 
sourced spending, thus effectively growing state and local government in Wyoming beyond the 
direct control of the state legislature. 

 
The following sections elaborate on each of these problem areas and suggest policy measures to address 

each of them.  
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Growth Volatility and Uncertainty 

 
 
 
Wyoming is a low-growth state by regional comparison. From 1988 to 2009, the period of time for 

which consistent macroeconomic data from the Bureau of Economic Analysis is available, average annual 
growth rate was 3.3 percent per year, adjusted for inflation. This is, at best, an average growth rate for the 
region: neighboring states boast a significantly better track record: Idaho (5.3 percent), Colorado and Utah 
(4.3) and South Dakota (4.0). The neighbors that fall behind Wyoming do so with a smaller margin than 
those who are ahead: Nebraska (3.2 percent) and North Dakota (3.0). Montana averaged 2.6 percent per 
year.  

The industrial structure of the Wyoming economy is an important factor behind the comparatively slow 
growth in Wyoming. This may seem counter-intuitive, given how strongly the minerals industry grows 
from time to time and how well its jobs pay. But a closer look at the Wyoming economy suggests that the 
minerals industry is not all good for the economy. In fact, a comparison between Wyoming and South 
Dakota – a rural state that is similar to Wyoming in many ways – shows that the minerals industry is a 
curse at least as much as it is a blessing. 

At the heart of the problem with our heavy dependency on the minerals industry is its proneness to 
volatility. Its sometimes violent swings in activity, while natural for the industry itself, contaminate the 
rest of the economy with uncertainty. This uncertainty would not be such a big problem if the economy 
was less dependent on that particular industry. 

 
 
The Theory of Growth Volatility 
 
 
Growth volatility is defined as fluctuations in state GDP growth. An economy that grows at three 

percent per year every year exhibits zero volatility. By contrast, an economy that grows at three percent 
on average but swings back and forth between zero percent growth and six percent growth exhibits 
significant volatility. 

It is not a given that growth volatility causes problems. It is practically unavoidable in a modern 
economy. A regular business cycle is by definition a period of economic volatility. But a regular business 
cycle differs from periods of harmful volatility in that the swings in the growth rate are slow and for the 
most part predictable. Economic agents – entrepreneurs, consumers and investors – can predict what the 
outcome of their economic decisions will be with fairly good accuracy.  

When, on the other hand, swings in the growth rate are frequent and significant, i.e., when the growth 
rate exhibits high amplitude, the changes in key economic variables become difficult to foresee. This 
leads to increased uncertainty in the economy. Uncertainty, in turn, has a dampening effect on economic 
activity. Businesses keep their payrolls and investments smaller in times of uncertainty, and binding 
contracts are kept shorter. 

The theory of uncertainty – as separated from risk theory – has not evolved to a state where it can be 
thoroughly tested in standard quantitative models. In fact, existing theory suggests that such rigorous 
treatment may not be possible.  

One of the founders of modern theory of uncertainty is J M Keynes (Treatise on Probability; The 
General Theory of Employment, Interest and Money). He defined the distinction between uncertainty and 
risk and applied that distinction to economics. This opened for an understanding of why recessions can 
escalate into depressions and how economic agents create and perpetuate stable economic activity. 

A major implication of Keynes’s research on uncertainty is that economic agents respond positively to 
economic stability, thus acting to perpetuate that stability; and negatively to economic instability, thus 
acting to reinforce that instability. Armen Alchian has provided significant further insight into the 
creation of market conventions that stabilize and destabilize markets (Uncertainty, Evolution and 
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Economic Theory). These conventions, Alchian suggests, become guidelines for navigating an uncertain 
economy.  

With reference to uncertainty and market conventions, recent Nobel Prize laureate Daniel Kahneman 
has explained important elements of the psychology behind price contracts (…). The common theme in 
the works of Keynes, Alchian and Kahneman is that economic volatility is bad for economic activity. This 
notion is insightfully carried to a new level by Arthur M Okun (Prices and Quantities). Okun linked 
liquidity to uncertainty and explained the relation between the length of a price contract and the general 
state of confidence among economic agents. A short-term price contract is a response to uncertainty and a 
way to keep one’s expected future cash flow at its highest possible state of liquidity.  

A study by Sven R Larson (Uncertainty, Macroeconomic Stability and the Welfare State) on consumer 
behavior in the face of uncertainty confirms Okun’s theory. Larson reports that the more volatile prices 
are, the less inclined consumers are to commit their expected earnings to a particular consumption pattern.  

Based on these contributions, it is reasonable to conclude that a high rate of volatility causes a low rate 
of economic activity. As a result, GDP follows a lower growth trajectory than it would have followed at 
higher levels of confidence among economic agents. 

While volatility is a major factor behind economic uncertainty, it is not the only factor. In his budget 
address to the Joint Appropriations Committee, Governor Mead referred to the general macroeconomic 
uncertainty that Wyoming is faced with. The causes of this type of uncertainty are strictly speaking 
different than the causes of volatility-driven uncertainty, but the effects are essentially the same. It 
depressed entrepreneurial and consumer confidence and puts the economy on a lower growth trajectory 
than would otherwise be the case.  

The state government essentially lacks the ability to actively address macroeconomic uncertainty. 
However, it can reduce the compounded effect of macroeconomic uncertainty and uncertainty from a 
volatile economy. Macroeconomic volatility is linked to the current national and global recession; the 
volatility-driven uncertainty is caused by factors in the state that are independent of the recession. The 
state legislature can address these factors with the appropriate fiscal policy. A guideline for such a policy 
follows at the end of this section. 

 
 
Identifying Growth Volatility 
 
 
A review of state GDP growth data from the Bureau of Economic Analysis for all 50 states for the 

period 1998-2009 reveals a negative correlation between growth volatility and average growth rate. States 
with high growth volatility exhibit lower growth rates than states with low growth volatility. The 
difference is big, especially when compounded over time:  

 
 the 25 states with the lowest growth volatility, i.e., a stable year-to-year GDP growth rate, 

have an average annual GDP growth rate of 2.7 percent; 
 the 25 states with the highest growth volatility saw annual growth rates of 1.8 percent on 

average 
 
This study uses time series data that span too short a period of time to lend itself to formal amplitude 

calculations. While the period 1988-2009 is long enough for such calculations, there is a break in the time 
series due to changed methodology in national accounts methodology. Therefore, this study uses a 
simplified method that is better suited for short time periods. 

Volatility is calculated based on a series of annual GDP growth observations. These observations are 
organized by size, from lowest to highest. A linear trend line is estimated, the slope of which illustrates 
the variety in growth rates: a large difference between growth rates for a given period of time results in a 
steep slope. Obviously, a small difference between high and low growth rates results in a flat slope and 
thus a small volatility.  

For operational and pedagogical purposes, we re-define the slope values in two ways. First we avoid 
obvious confusion that is often associated with negative numbers by making them non-negative. As a 
result, an equi-distant spread of observations of growth rates yields a slope of 1 instead of -1.  
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Secondly, we take a step to avoid unnecessary work with fractions. Since most observations of growth 
volatility rates fall between 0 and 1 we re-interpret a slope value of 0.5 as 5 and 1 as a value of 10. 

An example from South Dakota: 
 
Chart 1: South Dakota Growth Volatility 

 
 
The slope value is 6.4 and the average annual growth rate for the period is 4.1 percent.  
We now calculate the growth volatility index, VIX, for South Dakota during this period: 

 

(1)     
   

     
     

 
An analysis of data for all 50 states gives us a first taste of the negative correlation between growth 

volatility and average GDP growth. The left axis displays volatility index values. As displayed in Chart 2 
below, the 25 states with the lowest VIX values have 50 percent higher average growth than the 25 states 
with the highest VIX values, 2.7 percent per year vs. 1.8 percent per year.1  
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Chart 2: State GDP Growth and Growth Volatility 

 
 
The two outliers in Chart 2 are South Dakota and Michigan. South Dakota saw its state GDP grow by, 

on average, 4.1 percent for the period studied, with a volatility number, VIX, of 157. By contrast, 
Michigan experienced negative average growth, -0.3 percent, with VIX=2911.  

Based on the data reported in Chart 2 we can assume (but not conclude until further testing is done) that 
growth volatility does not begin to take a significant toll on average GDP growth until VIX>300. A closer 
look at Chart 2 observations, divided into quintiles, illustrates this: 

 
 

Table 1: State GDP Growth Average and Growth Volatility Index 
 

 
Average annual growth Volatility index (VIX) 

1st quintile 3.2% 188 

2nd 2.3% 249 

3rd 2.6% 298 

4th 2.1% 357 

5th 1.1% 840 
 

A more detailed look at a longer series of data for Wyoming and its neighboring states gives us reason 
to believe that high growth volatility is related to a mono-industrial economy. Reliable inflation-adjusted 
state GDP growth data is available from 1988, though there is a break in the series due to a shift in base 
year used in deflation calculations. Therefore, the data is reported in two tables.  

 
 

Table 2a: State GDP Growth and Growth Volatility, 1988-1997 
 
State  Slope Value Avg. Growth Rate VIX 
Idaho  7.5 5.8 pct 130 

-1.0%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

0
250
500
750

1000
1250
1500
1750
2000
2250
2500
2750
3000
3250

SD MT AR TX VT PA AL OR MA WA NC NY IA TN IL IN OH

A
ve

ra
ge

 s
ta

te
 G

D
P

 g
ro

w
th

 

V
o

la
ti

lit
y 

In
d

e
x 

(V
IX

) 

The 50 states (formatting limits display of state abbr.) organized by 
volatility number 

State GDP Growth: Average Rates and 
Volatility; 1998-2009 

Volatility Index (VIX) Average growth Linear (Average growth)



10 
 

Utah  7.9 5.4 pct 146 
Colorado 7.9 4.8 pct 164 
Nebraska 7.5 3.9 pct 192 
South Dakota 6.0 3.8 pct 158 
Wyoming 6.1 2.8 pct 221 
Montana 6.1 2.6 pct 232 
North Dakota 16.2 2.5 pct 655 
 
Idaho has the highest growth number and the best (lowest) volatility index. North Dakota is the only 

state with a volatility index above 300. It is also the state with the lowest average annual growth rate. 
Wyoming had the third highest VIX number and the third lowest growth rate. 

 
 

Table 2b: State GDP Growth and Growth Volatility, 1998-2009 
 
State  Growth Volatility Rate Avg. Growth Rate VIX 
Idaho  11.7 4.9 pct 275 
South Dakota 7.2 4.2 pct 187 
Wyoming 8.4 3.8 pct 261 
Colorado 7.5 3.7 pct 234 
North Dakota 7.0 3.5 pct 224 
Utah  6.3 3.2 pct 245 
Montana 4.5 2.6 pct 182 
Nebraska 4.9 2.3 pct 244 
 
For this period the relation of state GDP growth to growth volatility is somewhat less clear. Idaho again 

edged out competition for the top growth spot, though this period that was accomplished despite the 
highest VIX number. However, the number is still moderate at 275, further indicating a potential “flex 
point” at VIX=300. Another important fact is that Idaho’s average growth rate for this period is almost a 
full percent lower than for the previous period, while the state’s VIX has more than doubled. 

Again: high volatility takes a toll on GDP growth. 
 
 
Wyoming and South Dakota: A Structural Contrast  
 
 
Wyoming, which has low taxes and a supposedly friendly business climate, has an economy that is 

growing more slowly than neighboring states. What is the reason for this? 
There are, of course, many possible answers to this question. This section will focus on one possible 

explanation: a structural imbalance in the Wyoming economy. It is relevant to ask what role industrial 
structure plays because of Wyoming’s heavy dependency on the minerals industry: extraction of natural 
resources is responsible for approximately one third of the Wyoming state GDP. The state government 
counts taxes on minerals as its second largest revenue source (only surpassed by Federal Aid to States).  

In the data reported above, Wyoming stands in compelling contrast to South Dakota. The Mount 
Rushmore State consistently beats Wyoming in GDP growth – a full percent on average for the first 
period and 0.4 percent for the second – and does so with a slightly lower volatility rating.  

South Dakota resembles Wyoming in that it is a sparsely populated rural state, far away from any major 
metropolitan areas. Unlike Wyoming, though, as Table 3 shows, the Mount Rushmore State has an 
industrially more diversified economy: 

 
 

Table 3: Major Industries, Percent of state GDP, Current Prices; 2009 
 

  Wyoming    South Dakota 
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  Minerals 29.9 pct Finance, insur., info. 22.4 pct  
 Transportation etc.  14.3 pct Misc. services 11.3 pct 
 State, local gov’t 10.3 pct Transportation etc. 11.3 pct 
 Misc. services 9.8 pct State, local gov’t 8.9 pct 
 Utilities, Construction 7.0 pct Health care 8.8 pct 
 
The minerals industry has been a blessing for Wyoming in many ways, but it is also causing problems 

for the state economy. The global minerals industry is characterized by price flexibility: unlike most other 
industries, the time span between price adjustments on minerals is very short. Buyers and sellers on the 
minerals markets use term contracts to increase price predictability. However, those contracts tend to 
serve as a mitigating mechanism for price fluctuations and typically do not extend the periods between 
price adjustments.  

Price volatility on minerals markets translates into inflation and deflation in prices on minerals extracted 
in Wyoming. In good times, when minerals prices inflate, the nominal value of production by the 
minerals industry rises, which translates into a rapid growth in the state GDP as measured in current 
prices. In bad times, when minerals prices deflate, the opposite obviously happens. 

The main problem with strong inflation in minerals prices is that it gives a misleading picture of the 
state economy. Primarily, this affects the state government, whose revenues from severance taxes are 
based on the current prices of minerals. This construction of the severance tax is perfectly logical: like 
private residents, governments live in the world of current prices. But it is easy to mistake strong inflation 
in minerals prices for strong overall growth in the state economy.  

Misleading signals from the minerals industry can lead state legislators to make policies that do not 
benefit the overall state economy. As we will see in a moment, there are reasons to believe that this is 
exactly what has happened in Wyoming. Furthermore, unlike Wyoming, South Dakota does not have a 
major industry that is prone to the same type of misleading inflationary tendencies. Consequently, the 
state does not exhibit the same symptoms of misguided fiscal policy that are on display in Wyoming. 

 
 
Nominal vs. Real State GDP 
 
 
Economists measure the sum total of all our economic activity as Gross Domestic Product (GDP). Our 

GDP, in turn, is measured according to the global standards of National Income and Product Accounts. 
These standards, in turn, are based on macroeconomic theory developed in the early-to-mid 20th century.  

The standards for GDP measurement apply to national economies as well as to states. In both cases, 
GDP is measured as the sum total of three different “views” of economic activity: all our income; all 
value added through our production chains; and all our spending. By definition, these three ways to 
measure GDP always end up to the same amount. 

Once we have calculated GDP and we start tracking it over time, we separate real GDP growth from 
nominal GDP growth. Real GDP growth is inflation-adjusted growth, where “today’s” economic activity 
is measured in “yesterday’s” prices (as opposed to “today’s” prices in nominal GDP).  

One advantage of distinguishing between real and nominal GDP is that we can separate inflation from 
growth-generating economic activity. This difference can be broken down by industry, so that, e.g., we 
can see how inflation in the minerals industry in Wyoming can create a misperception of actual growth.  

In real terms, i.e., adjusted for inflation, the minerals industry has grown essentially on par with the 
Wyoming state GDP. Going back to the latter of the two time periods we studied above, the GDP data 
from the Bureau of Economic Analysis shows that the minerals industry in Wyoming was responsible for 
31.2 percent of the total state economy in 1997. In 2009 it is 32.6 percent, with a stable rate at just above 
30 percent for the period in between.  

By contrast, in nominal terms the share has gone from 20.5 percent to 29.9 percent over the same 
period. This is a significant increase that stands in stark contrast to the virtually unchanged share of real 
GDP. A look at growth rates in the minerals confirms this. As reported in Chart 3, nominal, inflation-
driven growth in the minerals industry overshadows inflation-adjusted growth almost every year: 
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Chart 3: Growth in Wyoming minerals industry 

 
 
The ability of an economy to create lasting employment and generate prosperity through growth is 

illustrated in constant prices. However, government revenue is generated in current prices: we do not pay 
our taxes out of inflation-adjusted income, but from our nominal incomes. 

Because the mining industry has increased its share of the Wyoming economy dramatically in current 
prices, it appears as though the economy in general is thriving. Minerals-based severance taxes increased 
dramatically from 1997 through 2008. This leads politicians into believing that they can spend money 
accordingly, which leads to the creation of government spending programs that the real economy – the 
one shown in the inflation-adjusted numbers – cannot afford.  

The three biggest state budget accounts that received money from the severance taxes have seen 
significant annual increases over the past decade:2  

 
Table 4 

 1997 2008 
General Fund $72.7 million $262.6 million 
Mineral Trust Fund $56.7 million $443.1 million 
Budget Reserve $33.5 million $323.2 million 

 
In 1997 these three accounts received a total of $163 million in severance tax distribution. In 2008 the 

same three accounts received $1,029 million, an increase of 531 percent. This number should be 
compared to a 167 percent increase in the GDP of Wyoming, in current prices, during that same period of 
time. 

The rapid increase in minerals-based severance tax revenues conceals from legislators the fact that the 
Wyoming economy has long had a problematic GDP growth record. The Wyoming economy has become 
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increasingly dominated by one industry, with a price structure that is volatile by comparison and a less 
reliable employment source than other industries. 

Unlike Wyoming, South Dakota’s economy is less mono-industrial, but in addition to that the largest 
industry – finance, insurance and information – is virtually insulated against distortionary inflation. Chart 
4 illustrates: 

 
Chart 4: South Dakota dominating industry growth 

 
 
Fixed-price growth in South Dakota’s the largest industry are very similar to current-price numbers. 

This means that South Dakota is getting real value for its expanding private sector. Growth in its financial 
industry is backed by growth in actual production – services produced and jobs created – which stands in 
clear contrast to the inflation-ridden growth in the mining industry in Wyoming. 

 
 
GDP Volatility and Private Sector Employment 
 
 
The industrial balance in South Dakota correlates with the state’s higher average GDP growth rate. It 

also leads to more stable, long-term employment in the private sector.  
In three ways, South Dakota and Wyoming differ remarkably in terms of private sector employment.  
First, the private employment share of total non-farm employment in South Dakota has been, on 

average, 80.7 percent over the past decade. The Wyoming share, by contrast has averaged 75 percent. The 
balance, obviously, is made up of federal, state and local government employment.  

There is an illustrative mirror image of the private sector employment share of total employment, 
namely the number of state and local government employees per 1,000 private sector employees. This 
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measurement, which is not commonly used in labor statistics, helps track the structural balance between 
private and government employment.3 

When applied to South Dakota and Wyoming, the public-to-private employee ratio puts the contrast 
between the two states in a new perspective. Table X shows the number of state and local government 
workers per 1,000 private workers in the two states, from 2001 to 2011: 

 
 

Table 5: Public-to-private employee ratio, South Dakota and Wyoming, 2001-20114 

 
SD WY 

2001 201 279 

2002 204 284 

2003 204 281 

2004 203 284 

2005 199 278 

2006 194 264 

2007 191 265 

2008 190 267 

2009 202 297 

2010 203 299 

2011 204 318 
 
In South Dakota, the ratio has remained stable, fluctuating approximately five percent between its 

highest and lowest values. By contrast, the Wyoming ratio fluctuates 18 percent over the time period, and 
also ends up being 14 percent higher in 2011 than in 2001. The three last years of the period exhibit the 
three highest ratios.  

The second distinctive difference between private employment in South Dakota and Wyoming is in the 
stability of employment in the dominant industry. The largest industry in South Dakota, financial and 
information services, has a very stable employment track record. Its share of total non-farm employment 
has stayed within 6.8-7.4 percent over the past ten years. Its share of total private employment has 
remained equally stable around eleven percent.  

Wyoming’s dominant industry, minerals, varies its share of total non-farm employment much more 
radically: from its lowest point at seven percent in 2002 to ten percent in 2008 – a 43-percent swing in six 
years – only to drop significantly again during the recession. To further reinforce the point that the 
minerals industry is a volatile leader of the Wyoming economy: in the first full year of the recession the 
industry laid off more than 21 percent of its employees, reducing its workforce from 30,400 to 23,900.  

In the South Dakota economy there were no such dramatic swings, despite the fact that the financial 
industry was hit by a major crisis in 2008-2009.  

The third difference has to do with employee compensation. This variable is important in part because it 
serves as a transmitter of economic growth to household spending. When businesses do well they pay 
their employees better; when people earn more they spend more money in their local communities. That 
spending in turn translates into new economic activity in other sectors of the economy, which helps the 
overall economy grow. 

South Dakota can attribute its steady and high state GDP growth in part to relatively stable, continuous 
growth in compensation of employees. Private-sector employee compensation has grown at, on average, 
4.4 percent per year over the past ten years. This includes a 0.9 percent decline in 2009. 

In Wyoming, private employee compensation grew at 6.7 percent per year over that same period of 
time. Superficially this should indicate that the Wyoming economy would be growing faster than the 
South Dakota economy, since consumers would have more money to spend. (Private consumption is 
upward of 70 percent of our GDP.) However, compensation of employees is subject to the same type of 
volatility as GDP, and the Wyoming employee compensation variable has been fluctuating radically over 
the past decade. By contrast, the same variable in South Dakota has remained relatively stable. The peak-
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trough difference (i.e., the difference between the highest and the lowest values for the period studied) in 
South Dakota is 7.2 percentage points, namely between the peak growth rate of 6.8 percent in 2007 and 
the decline of 0.9 percent in 2009.  

Wyoming, on the other hand, saw its private-sector employee compensation swing all the way up to a 
20.1 percent growth in 2006 down to -8.6 percent in 2009. This peak-trough difference of 28.7 percent is 
staggering and will inevitably take its toll on the local economy: 

 
Chart 5a: Compensation of Employees in South Dakota and Wyoming 

 
 
A major reason for the radical swings in the Wyoming variable is the prominent role that the minerals 

industry plays in the Cowboy State’s economy. Its employee compensation is highly volatile: from 2002 
to 2011 (September data) its peak-trough gap was 47.2 percentage points between a 2006 peak growth 
rate of 32.2 percent and a 2009 15-percent decline.  

Chart 5b compares growth rates in employee compensation in the Wyoming minerals industry to South 
Dakota’s total private employee compensation. The violent swings in the former are an important 
component in the analysis of why South Dakota, despite an overall lower growth rate in employee 
compensation, can sustain an overall higher growth in its state GDP: 
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Chart 5b: Compensation of Employees in South Dakota and Wyoming Minerals Industry 

 
 
The violent volatility in employee compensation translates into violent swings in consumer spending. 

This in turn has immediate effects on local businesses, such as retail stores, gas stations, auto mechanics, 
restaurants and real estate services (plumbers, painters, carpenters, etc.). It also affects local health care 
clinics, local bank branches and even the tax revenues of city and county governments. Private businesses 
plan their operations at a lower average level than they would under more stable circumstances. They 
apply uncertainty margins to their planning, which reduce their operations and create fewer jobs than 
under more predictable business conditions. 

Mining represents 12-16 percent of total employee compensation in Wyoming, and 17-22 percent of 
private employee compensation. Regionally that share is of course much higher. 

While there are, without a doubt, positive effects on the Wyoming economy from the minerals industry, 
it is important not to disregard the negative sides. Yet another indicator of these negative sides is the fact 
that employees in the minerals industry are paid, on average, 90-100 percent more than employees in the 
non-minerals private sector. In 2008, right before the recession, per-employee compensation in the 
minerals industry stood at $87,312 compared to $46,208 in the non-minerals private sector.  

Problems caused by the volatility in the minerals industry are exacerbated by the fact that this industry 
also provides some of the highest-paying jobs in the private sector.  

In conclusion, it is better for an economy if workers experience slightly lower but stable overall growth 
in their compensation, than if that growth is higher on average but much more volatile.  
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Growth Volatility: Policy Recommendations 
 
 
1. Create an economic freedom checkpoint. This can be a formal piece of legislation, but it is perfectly 

implementable as a stand-alone policy principle. The point is to promote economic freedom, which 
is a cornerstone of economic growth and prosperity. The checkpoint does this by subjecting each 
bill introduced in the state legislature to four questions:  
 

a. Is there any part in this bill that will increase economic freedom?  
b. If yes, is the increase substantial and permanent?  
c. Is there any part in this bill that will harm economic freedom?  
d. Is there any part in this bill that will reduce government services to the poor without 

providing them with a compensating expansion in economic freedom?  
 

The legislature can apply the economic freedom checkpoint to the state budget in the Joint 
Appropriations Committee proceedings. If implemented by the executive branch, the governor 
would seek answers to the four questions before deciding whether or not to sign a bill.  
The idea with the economic freedom checkpoint is obviously to make sure that the legislature and 
the governor do not create any new freedom-eroding laws. A minimum requirement would be that a 
law is freedom neutral. Preferably, though, the goal should be to sum up a legislative session with a 
stack of new laws that have actually improved economic freedom. 
 

2. Restore the state’s business climate. In the latest CNBC study of the cost and conditions of doing 
business in the 50 states, Wyoming ranks in the bottom third in critical categories: cost of doing 
business (34th), access to capital (35th), infrastructure and transportation (38th) and technology and 
innovation (50th).5 The problems that caused these troubling rankings merit special legislative 
attention with reference to: 

a. Business costs, including variables mentioned by the CNBC report: “utility costs … the 
cost of wages, as well as rental costs for office and industrial space”. Zoning laws can also 
affect the cost of doing business, as can expected future costs associated with a growing 
government. One item worth keeping in mind here is state pension reform.6 

b. Access to venture capital in order to facilitate new investments; the CNBC report puts 
Wyoming in the bottom category here, together with 15 other states. The legislature should 
initiate a study of the venture capital market in Wyoming. 

c. Infrastructure and transportation ranking is based on “the vitality of each state’s 
transportation system by the value of goods shipped by air, land and water [and] the 
availability of air travel … and the quality of the roads.” Wyoming is at a disadvantage due 
to its elevation, which limits air travel, its size and its sparse population. However, other 
large, rural states rank higher: Colorado (26th), North Dakota (28th), New Mexico (30th), 
Utah (33rd) and Montana (34th). Our state could benefit from a comprehensive infrastructure 
investment program, ideally with private partners involved. One solution for improving 
highways is to combine tolls, to facilitate participation of private investors and operators, 
with variable speed limits (higher or no limits under ideal conditions) and separate truck 
lanes (modeled after the New Jersey Turnpike) to facilitate and enhance truck traffic. 

d. About technology and innovation, the CNBC report explains: “We evaluated the states on 
their support for innovation, the number of patents issued to their residents, and the 
deployment of broadband services.” The report also considers allocation of federal research 
grants, which skews the ranking to some degree. Still, Wyoming’s dead-last ranking 
indicates that the state needs a study of the recipe for success of high-ranked states. 

 
3. A comprehensive review of regulations. Legislative activity is very much business-as-usual. Laws 

are passed because they seem like the right thing to do in isolation, but the tendency is to not place 
them in a broader context. As for business regulations, this creates a patchwork that after a while 
builds a certain “white noise” of unintended consequences. The state legislature should initiate a 
comprehensive review of the regulatory framework in Wyoming, specifically as regards to: 
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a. The process for starting a business; 
b. The acquisition of property; 
c. Access to funding; 
d. Hire-and-fire laws. 
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Government Employment – A Shameful Record for Wyoming 
 
 
In view of the serious fiscal problems in states like California, Illinois and New York one would expect 

that these states would also have the biggest problems with burdensome state and local government 
bureaucracies. That is not the case: probably surprising to many, the state where workers are most likely 
to be employed by government is Wyoming.  

According to data from the Bureau of Labor Statistics, in September 2011 there were 70,300 state and 
local government employees in Wyoming.7 At the same time, there were 221,400 private sector 
employees. This means a public-to-private employee ratio of 318 state and local government employees 
per 1,000 private employees.  

Not only does this ratio put Wyoming at the top as the most government-dependent labor market in the 
country, but the difference between Wyoming and the next state on the list is even more notable. The 
runner-up is New Mexico where the public-to-private employee ratio is 267. The Wyoming ratio is 19 
percent higher than New Mexico’s.  

Alaska comes in third at 264, Mississippi 4th at 262 and Oklahoma 5th at 237.  
Adding insult to injury, while the ratio is slowly falling in most states, it is upward in Wyoming. At a 

national level, the private sector is making a comeback, once again becoming a leading job creator. The 
trend is not strong enough to mark a break in the long recession, but it is nevertheless upward. In 45 states 
the public-to-private employee ratio fell over the two years from September 2009 to September 2011. In 
Wyoming, on the other hand, the ratio increased – and did so more than in any other state: from 299 in 
2009 to 318 in 2011. This seven percent gain is three times the gain in the runner-up state, Arkansas (+2.3 
percent).  

 
 
Growing Government Payrolls – Wherefrom, Whereto 
 
 
Part of the reason for Wyoming’s high ratio of public to private workers is that local government 

employment has expanded significantly. In 2009 and 2010 cities, counties and school districts employed 
47,800 people. In 2011 that number has jumped to 52,600, the largest expansion of local government 
payrolls in any state. Worse for taxpayers: this expansion is almost one third bigger than the expansion of 
private jobs in the state. While the private sector added 3,700 jobs from September 2010 to September 
2011, local governments across Wyoming added 4,800 employees. 

This is not the first year that Wyoming has had the highest public-to-private employee ratio: since 2001 
Wyoming has topped the list every year except 2003-2005: 

 
 
Table 6: Public-to-Private Employment Ratios 
 

 
1st 

 
2nd 

 
3rd 

 2001 WY 279 AK 277 NM 277 

2002 WY 284 AK 282 NM 281 

2003 NM 285 WY 281 AK 278 

2004 NM 284 WY 284 AK 266 

2005 NM 281 WY 278 AK 262 

2006 WY 264 AK 261 NM 255 

2007 WY 265 AK 260 NM 254 

2008 WY 267 AK 261 NM 258 

2009 WY 297 NM 272 AK 271 



20 
 

2010 WY 299 AK 275 NM 272 

2011 WY 318 NM 267 AK 264 
 
Local government employees make up about three quarters of the state-local government payrolls in 

Wyoming. This is by no means a dramatic share – in most states there are at least two local government 
employees for every state employee – and would normally not be worth mentioning. However, in a rural 
state like Wyoming there are many small communities spread out over vast distances. Private employers 
are few and far between; county, city and school district jobs are often the best, if not the only way for 
local residents to get a high-paying, reliable and benefits-loaded job. This helps push lawmakers elected 
to the state legislature to secure, even expand funding for local governments. 

This role that local governments play as anchor employers is highlighted by an increase during the 
recession in local government employment as share of total Wyoming employment. In September 2008 
counties, cities and school districts employed 15.1 percent of all Wyomingites; in September 2011 that 
share had increased to 17.6 percent. For the most part, this rise has been the result of a sharp drop in 
private employment, which only goes to show the role that local government plays as an anchor employer 
for the local job market. 

It is never good for a local community to depend on government in this way. The fact that a city, county 
or school district serves as anchor employer is counter-productive for the generation of growth and 
prosperity in the community. Local governments tend to de facto monopolize educated workers, and they 
cost the community in the form of a significant tax bill. Together with the work force monopolization, the 
high taxes contribute to a conservation of the local economy in its dependency on government for jobs 
and benefits.  

The problem is exacerbated by the compensation gap that exists between government and private jobs. 
A dollar-for-dollar comparison of wage and salary disbursements between local government and the 
private sector in Wyoming8 shows that: 

 
 In 2001 an employee in the non-minerals private sector earned $0.72 for every dollar a local 

government employee earned; 
 In 2010 the same private employee earned $0.65 for every dollar earned by a local 

government employee; 
 The minerals industry pays significantly better than local governments, but the difference is 

shrinking; 
 In 2001 a minerals-industry employee earned $1.80 for every dollar earned by a local 

government employee; 
 In 2010 that difference had shrunk to $1.57. 

 
Another way of looking at the relation between private and government compensation is to view the 

latter as a tax on the former. More specifically, suppose the compensation of state and local government 
employees was a tax directly on the compensation of private employees. What would the tax rate be? 

The Bureau of Economic Analysis reports that in 2010 private employers in Wyoming paid out a total 
of $11.2 billion in employee compensation. That same year, state and local governments paid out $3.3 
billion in employee compensation. If the latter was a tax on the former, the rate would be 29.8 percent.  

This is a high number, no doubt. But as the numbers above indicate, there really is not one private sector 
in the Wyoming economy – there are two: the minerals industry and the non-minerals sector. Since most 
Wyomingites do not work in the minerals industry, and since the minerals jobs pay almost twice as well 
as non-minerals private jobs, it is fair to also analyze this “compensation tax” for the part of the private 
sector that does not pay minerals-levels compensation.  

In 2010, employee compensation in the non-minerals industries amounted to $8.8 billion. Suppose, now, 
that the minerals industry compensated its workers at the same level as the non-minerals industry does. 
This would reduce the $2.4 billion paid out by the minerals industry to $1.2 billion. If we recalculate the 
“compensation tax”, we now get a rate of 33.4 percent as opposed to the 29.8 percent we got above.  

Not only is the “compensation tax” high, but it has also been rising over the past few years. In 2006 it 
was 25.6 percent (28.5 percent adjusted for the minerals compensation difference) which means that state 
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and local legislators have built in a massive tax hike into the Wyoming economy. If, again, the “tax” was 
a real tax, it would have increased by 16.4 percent (in non-adjusted form) over a period of four years.  

This is a serious increase in the burden of government on the private sector. It has two causes:  
 
1. State and local governments in Wyoming hired 6,800 more workers between 2006 and 2009, 

while at the same time the private sector reduced its payrolls by 1,500 people; 
2. Governments kept expanding compensation for its employees even during the recession. 

 
As we noted earlier, in 2011 local governments in Wyoming added another 4,800 workers to their 

payrolls, and the state added 400 more workers. This expansion was one third bigger than the growth in 
private-sector jobs, which means that the “compensation tax” has increased even more over the past year. 

Needless to say, the non-minerals private sector is having a difficult time competing for workers when 
local governments are not only growing their payrolls but also growing their compensation advantage. 

The trend in Wyoming of ever growing dependency on government for jobs is reinforced by a growing 
fiscal inter-relationship between local governments on the one hand and the state and federal governments 
on the other. Elected officials may have good intentions when they bring home the bacon – or the pork – 
in the form of state or federal funds to the local government for more jobs. But the more deeply 
entrenched a local community becomes in its reliance on, e.g., a school district for jobs, the more likely 
that community is to not break its dependency.  

When Wyoming legislators expanded government payrolls by 5,200 jobs in 2011, they may have put a 
big stumbling block in the way of an economic recovery. It is too early to draw any reliable conclusions 
on this matter, and definitive answers may be well over a year away. However, it is fair to assume that, 
based on this expansion of local governments, with the exception of the minerals industry the private 
sector in Wyoming will not grow noticeably in 2012.  

   
 
The Substance of Government Growth 
 
 
With this relentless expansion of the ranks of government bureaucrats one would expect that the state 

and local governments in Wyoming would make bigger contributions to the economy. This increased 
contribution would show up in an expansion of the government’s share of GDP. Even though government 
is an inefficient producer of services (and goods, wherever that takes place) it nevertheless produces and 
contributes to GDP. When state and local governments in Wyoming employ a larger share of the 
workforce, in theory they should also be responsible for a larger share of the state economy. 

Unfortunately, an analysis of current-price state GDP data reveals no such growth in government 
production. State and local governments produced 11.5 percent of the state’s economy in 1999, and only 
10.3 percent in 2009. Over the three years from ’06 to ’09 when they added 6,800 workers (and increased 
the public-to-private employee ratio from 264 to 297) they did actually expand their GDP share from 9.5 
percent to 10.3 percent. However, that increase materialized largely because of a contraction in the private 
sector, not because there was a particularly strong growth in government contributions to the economy. 

In 2009 activity in the minerals industry took a nosedive. Almost overnight, $2.5 billion worth of 
production disappeared from the industry. This amounted to an 18.6 percent drop in production value. 
The rest of the private sector came to a virtual standstill, expanding by a statistically insignificant 0.1 
percent.  

Given the importance of the minerals industry to the Wyoming economy, this obviously did damage to 
the growth rate of total economic activity. Current-price state GDP contracted by 5.5 percent in 2009. 

Conventional analytical wisdom says that we should use inflation-adjusted GDP data for this type of 
analysis. Generally, it is good to stick by such conventional wisdom. However, when we analyze the role 
of government in the economy, inflation-adjusted figures do not quite make government justice. The 
funding of government activity comes out of current-price earnings; the IRS demands that we pay our 
taxes in current-price dollars. Therefore, any study of what size of our economy the government occupies 
is best performed based on current-price data.  

When the government’s share of the state economy grows, its demand on that economy in the form of 
taxes will obviously grow in tandem. We saw above how the expansion of government employee 
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compensation in fact was a radical increase in a hypothetical “compensation tax” on the compensation of 
private employees. Viewed through the prism of GDP, the growth in the share of GDP that state and local 
governments are responsible for is a growth in the share of private-sector GDP that has to be set aside to 
pay for that same government.  

In 2008 the private sector in Wyoming produced for a value of $34.2 billion, while state and local 
governments produced $3.5 billion worth of services. In 2009, private-sector GDP had fallen to $31.7 
billion, while state and local governments had expanded to $3.8 billion. This is equivalent to a tax 
increase on the private sector from 10.3 percent to 11.9 percent.  

Wyoming has not seen any such dramatic tax increases. The state is to some degree shielded – not to say 
detached – from this economic reality by the severance taxes. But these taxes provide a false sense of 
security to our government: the revenues are as volatile as the activity they are based on, and they conceal 
the fact that the private sector outside of the minerals industry is not doing very well.  

By allowing itself to become dependent on severance taxes, the state government and, indirectly, local 
governments have in a sense perpetuated a slow-growth economy.  

 
 
Government Employment: Policy Recommendations 
 
 
There is no doubt that legislators in Wyoming have allowed the government sector of the state’s 

economy to grow without concern for the long-term consequences of this expansion. A 22-percent 
expansion of state and local employment in five short years is fiscal irresponsibility on full display. 
Fortunately, it is not very difficult to turn around this trend. The state legislature essentially only needs to 
take one big step: 

 
Stop the growth of state and local government. Since 2006 the Wyoming state government, school 
districts, counties and cities and towns have added 12,500 employees to their ranks, a 22-percent 
increase. This expansion, which is discussed in detail in the next section, is gobbling up workers 
who otherwise would be available for the private sector. On average, government jobs pay better 
than non-minerals private jobs, making the private sector uncompetitive. Since compensation in 
government jobs are not determined by market forces, this means that government is distorting the 
conditions for free competition and the free exercise of private enterprise. The state legislature 
should: 

a. Terminate all funding of local governments that encourages the expansion of local 
government payroll; 

b. Implement a hiring freeze for the state government; 
c. Replace the current appropriations process with a firm zero-based budgeting process; 
d. Demand that local governments move to a firm zero-based budgeting process in order 

for them to receive state funding in the future. 
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Federal Funds and State Spending 
 
 
On November 23, 2011, the congressional super-committee was supposed to deliver a report on how  
cut up to $1.5 trillion in federal spending over the next ten years. As we now know, nothing happened 

and the committee collapsed into just another fiscal-policy dud. Once again our federal legislators kicked 
the budget can down the road. In the meantime, the federal government continues to borrow about 40 
cents of every dollar it spends. The burden of budget cuts increases exponentially as deficits and time 
multiply into a precipitous countdown to the day when the U.S. government has exhausted all its credit.  

When that day comes, and Congress still has no elaborate plan for how to bring the budget in balance, 
we will experience the full force of panic-driven spending cuts. State governments will be among the first 
to take a fiscal beating. 

At stake is the hundreds of billions of dollars that the federal government sends to the states each year. 
In 2010 that program, called Federal Aid to States (FAS), topped half-a-trillion dollars for the second year 
in a row. Given the enormous size of this program (one third of state spending on average) it is a safe bet 
that a panic-driven Congress would be more than happy to cut into the FAS program. 

The prudent reaction in the state capitals would be to initiate reforms to federally sponsored programs 
that will prepare states for the inevitable. However, so far the only discernible reaction from the states has 
been an irresponsibly unison plea for no cuts.9 

 
 
The Caboose of the Gravy Train 
 
 
FAS is effectively an umbrella program for a long list of item programs that pay for food stamps, 

bullet-proof vests for police officers and virtually everything in between. Among the best known items 
are Medicaid, TANF, Transportation Funds, and No Child Left Behind. Every program that belongs to the 
American welfare state, with the exception of Social Security and Medicare, are included in FAS, which 
helps explain its size: 

 
 In 2009 the FAS funneled $552 billion into state coffers, a 17 percent increase over 2008;  
 In its most recent report on FAS the Census Bureau tells a fiscal horror story: in 2010 the 

federal government sent a whopping $630 billion to the states, up 14 percent over ‘09.  
 
In two years the flow of federal money into state coffers has expanded by 34 percent.  
This expansion is obviously unsustainable over time, especially since 40 cents of the funds, or $252 

billion, is borrowed. This, together with the significant expansion of the program over the past two years, 
makes it virtually a dereliction of duty by Congress not to cut the program. 

The problem, again, is that panic-driven cuts will cause a great deal of harm to the states, especially 
people who have been lured into dependency on government. Low-income families who have adapted 
their personal finances to the perceived security of government benefits will find themselves out in the 
cold when Congress starts its panic-driven budget cuts. States have a responsibility to step in and help 
them transition out of government dependency altogether.  

That is, again, not exactly what states are doing. When there was talk about shutting down the federal 
government this summer, Governor Deval Patrick of Massachusetts gave voice to many governors’ fear 
of losing the federal money, if even for a brief moment.10 Earlier this year Kansas legislators gave a hint 
of what the reaction would be to sudden, massive cuts when they almost gasped for air at the prospect of 
losing the stimulus-bill part of FAS.11 

One can only imagine what the reactions would be among state legislators if Congress woke up one day 
and found itself at the caboose of the gravy train. 

The situation is worst for the 28 states that, as of 2011, depended on the federal government for at least 
a third of their total state spending.12 But state dependency on Uncle Sam does not stop here. To get the 
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federal funds, states have to produce Maintenance of Effort (MoE) spending, which in all honesty should 
be added to the direct inflow of federal funds into state budgets. MoE spending for 2011 is not yet 
available; as of 2010 the combined FAS and MoE spending in at least New York, Pennsylvania, South 
Dakota and Arizona constituted more than half of the state budgets. (South Carolina actually tops 50 
percent in FAS alone.) 

The question is not whether there will be any cuts. The question is what those cuts will look like and 
how states will cope with them. If they respond now, and do it with foresight, they could turn the coming 
cuts into a springboard into a future of limited government and economic freedom.  

If, on the other hand, they stay in denial mode, a lot of people who are now dependent on government 
will be hurt, without being given a chance to become self-sufficient. The consequence of this wait-and-
see strategy will be panic-driven budget cuts, which in turn will wreak fiscal havoc on our economy.13 

 
 
From Food Stamps to Bullet-Proof Vests 
 
 
The federal government managed to fit a lot of things into the $630 billion it sent to the states in 2010. 

The largest single spending program, Medicaid, cost $278 billion or 44 cents of every dollar that went to 
the states. But there is no shortage of creativity when the federal government is in cahoots with the states 
to spend as much money as they can. Some examples: 

 
 $7.4 billion in block grant for “community development” (up from $6.6bn in 2009); 
 $6.9 billion from the EPA (up from $3.7bn); 
 $959 million for fish and wildlife services (up from $908m);  
 $392 million to teach English to immigrants (up from $358m); 
 $331 million in “economic development” (up from $268m); 
 $323 million to the National Foundation for the Arts (up from $307m); 
 $226 million for “national and community service” (up from $197m); 
 $53 million for housing for college students; 
 $25 million for state and private forests; 
 $20 million for bullet-proof vests for cops. 

 
Even if we think that some of these spending items are well worth the money it is hard to motivate why 

the federal government should be involved in funding all of them. What business is it of the federal 
government how we develop our communities? Why should the federal government be involved in 
“community service”? What business is it of the federal government’s to pay for bullet-proof vests for 
police officers? Surely local police can find ways to provide for their own protection, without the heavy, 
regulatory hand of the federal government involved. 

Some Federal Aid to States – FAS – programs come with heavy regulatory strings attached. Perhaps the 
most notorious one is No Child Left Behind: in 2010 the federal government sent $5 billion to the states 
for NCLB (up from $4.8bn in ’09). Even though the act comes with a noble requirement, namely that 
schools should teach all kids to read and write by 2014, it also imposes a one-size-fits-all solution to how 
that goal is to be accomplished. Every single student in America takes the same test, under the same 
conditions. The federal government decides that all kids, regardless of their personal and cultural 
background, their intellectual skills and developmental conditions, can learn to read and write at the same 
point in time. 

Medicaid is, again, the largest FAS program. For the past decade the federal government has increased 
its Medicaid funds to states by nine percent annually, on average. From 2008 to 2010 that increase was 35 
percent. 

Medicaid comes with a strict mandate on states to match federal funding. The base requirement for 
even getting Medicaid funds is that a state matches the federal money dollar for dollar, though in 38 states 
the federal share is higher. In Mississippi the federal government pays almost three quarters of all 
Medicaid expenses.  
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In 2008 states matched federal Medicaid funds (excluding SCHIP) at 81 cents for every federal dollar. 
In total, states paid $136.6 billion, or 45 percent, of all Medicaid spending.  

In 2010 things changed dramatically. Instead of matching federal funds at 81 cents to the dollar, states 
only matched at 58 cents to the federal dollar. Federal spending on (non-SCHIP) Medicaid jumped to 
$222.6 billion, leaving only 37 percent of total Medicaid spending to the states. This still amounted to 
$131.2 billion, which obviously had to come out of taxpayers’ pockets.  

A higher federal share in Medicaid seems like a relief to many state legislators. They think that do not 
have to raise taxes on their residents. However, their taxpayers still have to fork over the money to the 
federal government (especially when the federal government actually does something about its deficit). 
On top of that, if a state accepts a higher share of federal funds for its Medicaid program, the state also 
sinks further into the pocket of Uncle Sam. Its independence fades away with every new dollar it accepts 
from the federal government.  

Of the $348 billion that the U.S. Department of Health and Human Services sent to the states in 2010, 
Medicaid and SCHIP together accounted for $278 billion. The state matching requirement is very small in 
SCHIP; it is so small in some states that the program has virtually become an all-federal matter. 

The largest of the remaining Health and Human Services programs was Temporary Assistance to Needy 
Families, or TANF, with $20 billion.  

It is interesting to watch the cost rise for welfare programs over time. Just like Food Stamps and the 
WIC program, TANF is supposed to provide temporary assistance. But for a program that is not supposed 
to be a permanent income for people, TANF has been growing with amazing stability since welfare 
reform back in the ‘90s. In 2000 states got $13.1 billion in TANF funds, and – again $20 billion in 2010. 
This amounts to an annual growth in federal funding at 5.1 percent.  

States obviously have to match federal TANF dollars. Matching requirements for 2010 are not yet 
available; the total amount spent by states in 2009 was $14.3 billion, which means 78 cents for every 
federal dollar they got. This includes both assistance and non-assistance spending – or, in plain English: 
checks to welfare recipients and the cost of enrolling people and sending them their checks.  

Other temporary-relief programs show a similarly remarkable persistence over time. The Department of 
Agriculture administers the Food and Nutrition Service, whose programs just keep growing. From 2000 
to 2009 the average growth rate was as follows: 

 
Commodity assistance program 7.5 percent per year 
Child nutrition programs 5.8 percent per year 
Special supplemental food program/WIC 5.7 percent per year 
Food stamps/SNAP 4.9 percent per year 
 
The commodity assistance program provides food packages for low-income families as well as for 

school lunches and child care centers. The child nutrition programs originate in the National School 
Lunch Act of 1946. Today the program has numerous more or less absurd do-good components, such as 
the “Fresh Fruit and Vegetable Program” and the “Special Milk Program”.  

The idea behind the Child Nutrition Programs is to ship our money off to the U.S. Treasury, where 
layers of high-paid bureaucrats pass it on to the Department of Agriculture. At the Department of 
Agriculture, more layers of bureaucrats (making top-tier salaries with gold-plated benefits) divide the 
cash between agencies within the department. Another office filled with bureaucrats, in this case at the 
Administration for Children and Families, then send the money back to the states where other, almost as 
well-paid bureaucrats pass the money on to the school districts. Yet another cadre of bureaucrats then get 
the chance to distribute the money to the schools where probably no more than one bureaucrat is paid to 
transform that money into apples, carrots and milk. 

Of course, it is entirely impossible to find a more efficient way to feed our kids.  
Perhaps the most remarkable spending growth among all welfare programs is the unrelenting expansion 

of the food stamp program. Perhaps the growth is understandable, given the fact that states and local 
governments have a tendency to aggressively market the program and to actively recruit enrollees.14 But 
this only makes the very existence of the program ever more questionable: welfare programs should be as 
temporary as possible, not as permanent as possible. By making them permanent, the federal government 
makes poverty permanent.  
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As part of the food stamp expansion, fast food restaurants now see a potential new market. From the 
Augusta, Ga., based news station WJBF:15 

 
Fast food restaurants are lobbying to accept food stamps … The Supplemental Nutrition Assistance Program 
[a.k.a., Food Stamps] allegedly handed out more than $64 billion in aid to qualifying families [in 2010]. 
Much of it went to grocery and dollar stores, pharmacies, and gas stations.  

 
It is easy to see where this will lead. The news story continues: 
 

Some health advocates are against expanding the program amid concerns that food stamps recipients won’t 
get the proper nutrition they need. 

 
So first the government aggressively recruits people to the program, to make as many Americans as 

possible dependent on government for their food. (More than 40 million in 2010, according to some 
estimates.) Then the bureaucrats and politicians in charge of the program can start micro-managing what 
food you are allowed to eat and what they will deny you.  

 
 
Maintenance of Effort and Direct vs. Indirect Dependence 
 
 
All in all, states’ dependency on federal funds has accelerated in recent years. The 2011 State Spending 

Report from the National Association of State Budget Officers reports that 12 states got more than 40 
percent of their revenue directly from the federal government: 

 
 
Table 7a: Dependency on the federal government, direct 
  

South Carolina 50.0% 

Mississippi 48.4% 

Oklahoma 45.5% 

Tennessee 45.1% 

Michigan 44.8% 

South Dakota 44.2% 

Alabama 43.5% 

Pennsylvania 42.8% 

Idaho 42.8% 

Missouri 41.6% 

Louisiana 41.1% 

California 40.2% 
 

Another 16 states get between a third and 40 percent of their revenues from Uncle Sam. These 
percentages are, again, the states’ direct dependency on the federal government for their revenue. It is, in 
effect, their direct dependency. However, the states also have to spend some of their own money in order 
to get the federal funds. This in-state sourced spending, called Maintenance of Effort (MoE) is in effect a 
price tag that states have to pay to get the federal money. If they did not take the money from Washington 
they would not have to spend the MoE, at least not the way they do now.  

To get a complete picture of how dependent states actually are on the federal government, we should 
add the MoE funds to the federal funds that states receive. When we do, the rate of dependency on the 
federal government increases noticeably, with four states above 50 percent dependency. 
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Table 7b: Dependency on the federal government, indirect 
 
NY 56.2% IN 44.1% OH 35.7% 

PA 55.8% TN 43.5% AR 34.7% 

SD 54.4% NM 43.2% KS 34.6% 

AZ 51.3% RI 42.5% VT 34.6% 

IL 49.4% ID 42.4% MA 34.5% 

NH 49.3% AL 42.4% UT 34.0% 

LA 49.2% NC 40.2% WI 31.5% 

MS 48.2% WA 40.1% OR 31.5% 

ME 47.2% KY 39.5% CT 31.0% 

MO 46.5% MN 39.5% WY 29.1% 

TX 45.8% SC 39.1% AK 29.1% 

OK 45.8% NV 37.6% CO 27.8% 

ND 45.4% GA 37.6% VA 27.3% 

MI 45.2% MD 37.0% HI 26.0% 

CA 44.6% IA 36.5% DE 23.7% 

MT 44.5% NJ 36.3% WV 21.9% 

FL 44.2% NE 36.2% 
   

These are, again, calculations based on 2009 figures. For 2010 Federal Aid to States program expanded 
by 14 percent, when at the same time states reduced in-state sourced spending by more than 2.5 percent. 
This means, in effect, that states’ dependency on the federal government is accelerating. By their own 
voluntary action, states are gradually demoting themselves from independent jurisdictions to spending 
agencies of the federal government.  

Medicaid puts the largest MoE burden on states. As mentioned above, the most recent Medicaid 
spending numbers show that states only have to put up 58 cents to get one Medicaid dollar from the 
federal government – or 37 percent of total Medicaid spending. This share is going to rise back to 
“normal” levels closer to 50 percent of total spending (a dollar-for-dollar MoE) when the stimulus funds 
dry up. Unless, of course, the states are so successful in their begging that Congress perpetuates the 
appropriations. 

TANF also requires a significant MoE. Of the $34 billion that was spent on TANF in 2009, the federal 
government paid 64 percent. To get that money, states had to pony up, on average, 73 cents for every 
federal dollar they got.  

There are big differences between the states when it comes to TANF MoE shares. The federal 
government pays $96.4 percent of the TANF program in Louisiana, but only 29.6 percent in Washington 
state. In 45 states, though, plus the DC, the federal share is 50 percent or higher. 

The burden of the MoE thus varies dramatically from state to state. For Louisiana, it only means 
taxpayers have to add $9 million to the 240 million the state received from the federal government. 
Washington state, by contrast, contributes $1.1 billion of its own funds to $440 million of federal money. 
This means that The Evergreen State spends $2.50 of its own money to get one federal dollar. 

The contrast between Louisiana and Washington presents us with a political and economic conundrum: 
on the one hand we have a state that barely has to pay anything for its Medicaid program; on the other 
hand, we have a state that has to pay dearly to get any federal funding for its program. 

 
 
What about Wyoming? 
 
 
Most of the $630 billion Federal Aid to States package goes toward entitlement or welfare state 

programs. These are programs that redistribute income between citizens, either in the form of cash or in 
the form of services. 
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Wyoming has some unique characteristics but generally follows the national trend. The Cowboy State 
got $2.36 billion in federal funds in 2010. Of that money, $887 million was severance tax payments for 
minerals extracted in Wyoming. The remaining $1.47 billion went primarily toward Medicaid, 
transportation, welfare and education. (The forecast by the National Association of State Budget Officers 
indicates that Wyoming got $1.7 billion in non-minerals funds in 2011.) 

The minerals severance tax makes Wyoming’s relation to the federal government somewhat different 
than it is for most other states. The minerals money come with no strings attached, which reinforces the 
impression that whatever comes out of the hands of the federal government is free money.  

The severance tax part of Wyoming federal funds is volatile. In 1999 severance taxes represented 26 
percent of all federal funds that the state received. In 2006 that share had more than doubled to 54 
percent.  

For 2010 the severance tax share dropped to 38 percent. Part of the reason for that is an actual drop in 
severance tax revenues by $70 million, the biggest drop in several years. After averaging $1 billion for a 
few years, the severance tax revenues for 2010 fell back to 2005 levels.  

At the same time, the inflow of non-minerals federal funds increased by 18 percent. This is more than 
double the average rate of increase for the past decade: of the 18 percent, at least 10 percentage points, or 
$127 million, is directly attributable to the Obama administration’s stimulus bill.  

The rest, though, is a combination of ARRA stimulus funds and the normal uptick in federal funding of 
welfare-state spending programs in Wyoming.  

The severance tax portion of federal funds is both a blessing and a curse for Wyoming. The blessing is 
the lack of strings attached, which allows the state to spend this money whichever way it wants to; the 
curse is the volatility in revenues and the misguided tendency of the state to believe that strong severance 
tax revenues indicate that the entire Wyoming economy is doing well.  

To illustrate the point with the state’s dependency on severance taxes: if over the past four years the 
federal government had not sent any severance taxes back to Wyoming, the state would have had to create 
a four-percent tax on personal income. This is more than what a median income family pays in state 
income taxes in New Jersey.  

 
 
Federal Funds and State Budget Cost Drivers 
 
 
As mentioned earlier, dependency on federal funds goes beyond the dependency on minerals-based 

money. Non-mineral money from the federal government come with strings attached to them, and the 
increase in non-mineral federal funds to Wyoming has further distanced the state government from the 
state’s economic realities. Even as mineral revenues rise, Wyoming is struggling to keep up with the 
spending that those strings mandate. In his last budget just over a year ago, Governor Dave Freudenthal 
recognized this. He expressed worry over the state’s uncertain fiscal future. His worries centered in on 
Medicaid costs:16 

 
I am disappointed that the Medicaid program has not more aggressively pursued cost containment concepts to 
manage costs within the system. It is imperative to develop a stronger understanding of cost drivers and 
enrollment trends to better forecast future costs. 

 
Because of his concerns for the state’s fiscal future he increased the cash reserves to more than $1 

billion. He also allocated an additional $142 million to Medicaid in order to keep up with spending 
required by the federal government. This is an example of how a federally sponsored entitlement program 
becomes a burden even to a state that has a budget surplus in times when other states are struggling with 
billion-dollar deficits.  

A major problem with entitlement programs is that their costs tend to increase in recessions. There is 
ample proof of this in the Wyoming state budget. Consider the following three spending codes in the 
2011 supplemental budget, which represent 87 percent of Department of Health appropriations: 

 
 Code 400, Health Care Financing, with total appropriations of $984.9 million; 
 Code 2000, Mental Health and Substance Abuse, $226.4 million; 
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 Code 4000, Developmental Disabilities, $134.4 million. 
 
Code 400, the main venue for Medicaid spending, has increased 12 percent since 2007-08. This is less 

than Code 2000 (+124 percent since 07-08) and Code 4000 (+45 percent). Total appropriations for 
Department of Health grew 20 percent. 

Almost all of the increased health spending since 2007 took place between the 2007-08 and 2009-2010 
biennium budgets. Code 400 practically stood still between 2009-10 and 2011-12, with 98 percent of its 
growth since 2007 showing up in the 2009-10 biennium budget. 

This pattern is consistent with a recession, when Medicaid spending is driven by exogenous variables 
such as unemployment. These variables are beyond direct legislative control. Indirectly, the legislature 
does have control over the state’s unemployment: a policy that diversifies the state’s economy makes the 
labor market less vulnerable to business cycle swings. 

Another exogenous cost driver is the general increase in health care costs. Bureau of Economic 
Analysis data show that over the past half-century the cost of producing (delivering) health care in the 
United States increased on average by 5-7 percent per year, adjusted for inflation. The causes of this are 
advancements in technology, improved education of medical professionals and better delivery methods 
that cure increasingly complicated medical conditions. 

However, in addition to exogenous cost drives there are also endogenous variables, or variables under 
state legislative control. Good examples are the criteria that make a person eligible for Medicaid and the 
list of benefits that the program covers. These federal mandates tie the hands of state legislators. At the 
same time, it is also important to point out that the state has voluntarily entered into this dependency on 
the federal government; the state can make structural changes to Medicaid that releases the program from 
federal dependency and gives the state a significant amount of fiscal autonomy. 

One important reason to consider an entirely in-state Medicaid program is that federal Medicaid 
spending is steadily on the rise. The grand total of federal funds in the Wyoming state budget rose by 
$108 million from the 2007-08 biennium budget to the 2011-12 budget. Two thirds of those extra federal 
dollars were Medicaid funds. 

If the state legislature and Governor Mead share the former governor’s concerns with rising Medicaid 
costs, they are well advised to take a serious look at severing the fiscal ties between state’s Medicaid 
program and the federal government. 

Recent initiatives by the federal government have reinforced the need for a serious discussion in 
Wyoming about the soundness of continuous dependency on the federal government. 

 
 
ARRA – the “Stimulus Bill” 
 
 
Before the stimulus bill, the non-minerals portion of federal aid to Wyoming was increasing at 8.3 

percent per year. This is almost an entire percentage point above the national average. For some reason, 
the state of Wyoming is increasing its dependence on the federal government at a faster pace than most 
other states.  

Has it been worth taking the stimulus money on top of the regular federal funds? This question was 
intensely debate already in 2009. 

Economists Alan Blinder and Mark Zandi, proponents of the bill, claimed in their report “How the 
Great Recession Was Brought to an End” that the stimulus stopped the rise in unemployment at 9.5 
percent instead of 11 percent, as they say it would have otherwise been. 

This type of argument used frequently by the Obama administration, defies theoretical and 
methodological logic. First, it is simply not possible to identify a job saved, and secondly, there is 
practically no historic precedence to the stimulus bill, which means that it is almost impossible to use 
rigorous quantitative methods to simulate the actual effects of the ARRA bill. 

There is one aspect of the ARRA “Stimulus Bill” that seriously calls into question the entire Federal 
Aid to States program. The stimulus bill was designed in a way that actually minimized the likelihood of 
it creating lasting jobs. Wyoming is an excellent example of what this means. A closer look at the 
stimulus funds received thus far shows that the bulk of the money has gone into non-productive projects 
that by their very nature do not create jobs. According to the U.S. government’s stimulus tracking 
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website, recovery.gov, as of the end of September 2011 each job allegedly created in Wyoming has, on 
average, cost taxpayers $451,000. 

The largest recipient of stimulus funds in The Cowboy State is the Department of Transportation. As of 
the end of September 2011 they had received $185.7 million which had allegedly created 63 jobs. Second 
largest recipient is the Department of Education: $73 million had allegedly produced 481 jobs (which, at 
$152,000 per job, is the lowest per-job cost of all major programs). In third place we find the 
Environmental Protection Agency, which has received $41.9 million for Wyoming (which allegedly 
yielded 14 jobs). The Department of Interior got $33.5 million and the Department of Energy has received 
$28.8 million. 

There is no doubt that the private sector could do a much better job at creating jobs, on its own, than the 
federal and state governments did through the stimulus bill.  

Again, as of September 30, 2011 the stimulus bill had pumped $451.5 million into Wyoming. Suppose 
that, instead of taking the stimulus funds, the state of Wyoming had taken $451.5 million of the $887 
million it received from the federal government in 2010 and pumped that money directly into the pockets 
of Wyoming families. This could have been done through a temporary version of the Alaska Permanent 
Fund Dividend model, where each Alaska resident receives a check from the state government. (For 2011 
that amount is approximately $1,300.)  

Divided up among Wyoming residents, the $451.5 million translates into a check for approximately 
$875 per capita. Since everyone gets a check, including children, a family of four would get a cash 
infusion of $3,500.  

We have good reasons to believe that consumers will spend much of this money, and do so primarily 
with local businesses. However, let us make the conservative assumption that they spend only two thirds 
of this money, or approximately $300 million. How many jobs would this create? 

An average Wyoming business compensates its employees at $35,000 per year. Let us assume that the 
employer’s total cost is $50,000. The $300 million would be equivalent to 6,000 jobs, almost exactly six 
times more than the number of jobs that recovery.gov reports have been created by the stimulus bill in 
Wyoming. 

This is of course a crude estimate. Private businesses do not create jobs at constant proportions, nor do 
consumers necessarily spend money in such a way that in-state job creation is maximized. However, even 
if the job creation effect of the $300 million into consumers’ pockets was half of what this example 
suggests, the number of jobs created would still be three times bigger than that of the stimulus bill. It is 
also important to keep in mind that consumer spending is the ultimate driver of all job creation – they are 
the end users of all economic resources created. Therefore, their spending is the most efficient job 
generator available in the economy.  

If the Obama administration relied on any economic theory for its stimulus package, it was the 
Keynesian multiplier-accelerator theory. This theory, which originated in an article by the British 
economist Richard Kahn in Economic Journal in the midst of the Great Depression, suggests that a dollar 
spent in one sector of the economy multiplies to other sectors as new jobs are created. The newly 
employed make more money, spend it in local stores and thus generate more demand. 

This theory only works if the job-creating mechanisms are quick and direct. While in theory capital-
intensive infrastructure spending creates economic activity, its effect on the labor market is small and 
slow to spread. It is therefore a flawed base for economic policy to bring an economy out of a recession. 
Only consumer spending can, ultimately, generate lasting, productive jobs.  

This does not mean that the state government should sit on its hands. It needs to address the looming 
cuts in federal funds, and to so in a responsible way. 

 
 
Federal Funds: Policy Recommendations 
 
 
1. Health care reform. The Wyoming Liberty Group staff has developed a plan for reforming the 

health care system in Wyoming. The reforms, when fully implemented, will eventually allow the 
state to cut its dependency on federal funds for health care programs. For more questions on our 
market-driven health care program and its implementation, please contact Wyoming Liberty 
Group staffer Regina Meena. 
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2. Welfare reform. In his research paper Charity Compacts, Wyoming Liberty Group staffer Sven R 

Larson outlines a path from federally paid and regulated welfare to locally run, charitably driven 
welfare programs. The reform transitions welfare programs from federal funding to local funding 
without causing undue harm to the poor and needy. For complete details, please see the full 
research paper.17 Together with the market-driven health care reform plan, the charity compact 
model shows the methodology that the state of Wyoming can use in order to break its dependency 
on the federal government.  
 

3. Create a Citizen’s Dividend. In Alaska the state deposits 25 percent of its severance tax revenues 
into a Permanent Fund. This fund, in turn, distributes dividends to state residents each year. The 
distribution, which takes place on a per-capita basis, has yielded approximately $1,300 in recent 
years, which for a family of four means $5,200 per year in extra cash. This puts more than $900 
million in the hands of consumers, most of which is in turn spent and thus injected into the Alaska 
economy. Beneficiaries are local, consumer-oriented businesses. Losers, on the other hand, are 
state and local governments who get less money to spend. This is a model that Wyoming should 
look in to, with some modifications: 18 

a. The state already has significant financial reserves. Its financial assets are enough to 
pay for state spending for four years without a dime’s worth of tax revenues. Therefore, 
as a first step toward redirecting the state’s severance tax revenues away from 
government coffers, the state should create a Citizen’s Dividend that, initially, passes 
on federally distributed severance tax revenues to the residents of Wyoming. Later on 
the Citizen’s Dividend could also receive part of the  return on the investments of the 
state’s financial assets. 

b. The Citizen’s Dividend would be distributed on a per-capita basis. The 2010 revenues 
of $883 million would yield approximately $1,600, or $6,400 for a family of four.  

c. If 80 percent of the $883 million in extra consumer cash is spent in the local economy, 
it would produce enough new revenue for local businesses to create almost 25,000 
private-sector jobs. This kind of jobs creation usually takes 5-7 years for the non-
minerals private sector.  

d. If Wyoming families deposit the remaining $177 million into their savings accounts, it 
will provide local banks with extra capital to lend. This improves access to financing 
for entrepreneurs willing to start new businesses in the state (a point of criticism in the 
aforementioned CNBC business climate report). The economic activity generated by 
$706 million in new consumer spending and by increased bank lending will also create 
new savings as the money works its way through the economy. Standard assumptions of 
the consumption multiplier point to a total expansion of savings deposits of $442 
million over time, as a result of one year’s distribution of this hypothetical Citizen’s 
Dividend. 
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Endnotes 
 

                                                           
1
 A valid criticism of the data reported in Chart 2 is that the average GDP growth rate is represented in both 

functions. The argument could be made that this erodes the integrity of the correlation displayed. However, if the 
rise in the VIX number, represented by the red function, was caused entirely by rising slope values – the numerator 
in equation (1) – then the slope of the trend line for average GDP growth would be positive. In other words, Chart 2 
shows that rising VIX numbers are caused by falling average GDP growth numbers in combination with higher 
slope values.  

Therefore, the VIX number indicates an unhealthy combination of high volatility and low growth.  
2 Please see: http://revenue.state.wy.us/PortalVBVS/uploads/2008%20DOR%20Annual%20Report.pdf  
3 This ratio was first introduced in the October 28 issue of The Liberty Bullhorn Economic Newsletter: 
http://libertybullhorn.com/2011/10/28/the-liberty-bullhorn-economic-newsletter/  
4 Op.cit. 
5 Please see: http://www.cnbc.com/id/41665883/  
6 Please see: http://wyliberty.org/highlight1/bankrupt-pension-plans-drive-businesses-out-of-the-state-%E2%80%93-
a-lesson-for-wyoming/  
7 Bureau of Labor Statistics, State Employment Database: http://bls.gov  
8 BEA state and local personal income and employment data: http://bea.gov  
9 Please see: http://www.njherald.com/story/news/a0757-BC-US-Governors-Economy-2ndLd-Writethru-02-26-1391  
10 Please see: http://thehill.com/blogs/healthwatch/state-issues/171773-massachusetts-gov-warns-debt-ceiling-
negotiators-of-pending-fiscal-catastrophe-for-states?page=2#comments  
11 Please see: http://cjonline.com/legislature/state-government/2011-03-08/house-senate-resume-budget-negotiations  
12 National Association of State Budget Officers, State Expenditure Report 2011: http://nasbo.org  
13 Larson, Sven R: Remaking America: Welcome to the Dark Side of the Welfare State; iUniverse, 2010. Available 
at: http://www.larson4liberty.com/p/welcome-to-dark-side-of-welfare-state.html  
14 Please see: http://www.nytimes.com/2010/02/11/us/11foodstamps.html and 
http://www.goofigure.com/UserGoofigureDetail.asp?gooID=4486&catID=27&forID=&searchfield=&usrID=&  
15 Please see: http://www2.wjbf.com/news/2011/sep/07/fast-food-restaurants-lobbying-be-able-accept-food-ar-
2375206/  
16 For the entire supplemental budget, please see: http://ai.state.wy.us/budget/pdf/SupplementalStateBudget.pdf  
17 http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1864850  
18 There are valid property-rights arguments against this proposal. One could, e.g., make the argument that the 
shareholders of the corporations that extract the minerals should come first. However, so long as the distribution of 
property rights in minerals extraction provides the state of Wyoming with severance tax revenues, it is fair to say 
that the shareholders in that state, i.e., the residents of Wyoming, have a right to the severance tax revenues that 
supersedes any right that corporate shareholders may have. 
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